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or other fixed amounts based on such 
items as education allowance or pub-
lished tuition rates and fees. 

(2) For IHEs, capitation awards, 
which are awards based on case counts 
or number of beneficiaries according to 
the terms and conditions of the Federal 
award. 

(3) Fixed amount awards. See also 
§§ 75.2 Fixed amount awards and 75.201. 

(4) Federal awards to hospitals (see 
appendix IX to part 75). 

(5) Other awards under which the 
non-Federal entity is not required to 
account to the Federal Government for 
actual costs incurred. 

(b) Federal Contract. Where a Federal 
contract awarded to a non-Federal en-
tity is subject to the Cost Accounting 
Standards (CAS), it incorporates the 
applicable CAS clauses, Standards, and 
CAS administration requirements per 
the 48 CFR Chapter 99 and 48 CFR part 
30 (FAR part 30). CAS applies directly 
to the CAS-covered contract and the 
Cost Accounting Standards at 48 CFR 
parts 9904 or 9905 takes precedence over 
the cost principles in this subpart E 
with respect to the allocation of costs. 
When a contract with a non-Federal 
entity is subject to full CAS coverage, 
the allowability of certain costs under 
the cost principles will be affected by 
the allocation provisions of the Cost 
Accounting Standards (e.g., CAS 414–48 
CFR 9904.414, and CAS 417–48 CFR 
9904.417), apply rather the allowability 
provisions of § 75.449. In complying with 
those requirements, the non-Federal 
entity’s application of cost accounting 
practices for estimating, accumu-
lating, and reporting costs for other 
Federal awards and other cost objec-
tives under the CAS-covered contract 
still must be consistent with its cost 
accounting practices for the CAS-cov-
ered contracts. In all cases, only one 
set of accounting records needs to be 
maintained for the allocation of costs 
by the non-Federal entity. 

(c) Exemptions. Some nonprofit orga-
nizations, because of their size and na-
ture of operations, can be considered to 
be similar to for-profit entities for pur-
pose of applicability of cost principles. 
Such nonprofit organizations must op-
erate under Federal cost principles ap-
plicable to for-profit entities located at 
48 CFR 31.2. A listing of these organiza-

tions is contained in appendix VIII to 
part 75. Other organizations, as ap-
proved by the cognizant agency for in-
direct costs, may be added from time 
to time. 

BASIC CONSIDERATIONS 

§ 75.402 Composition of costs. 
Total cost. The total cost of a Federal 

award is the sum of the allowable di-
rect and allocable indirect costs less 
any applicable credits. 

§ 75.403 Factors affecting allowability 
of costs. 

Except where otherwise authorized 
by statute, costs must meet the fol-
lowing general criteria in order to be 
allowable under Federal awards: 

(a) Be necessary and reasonable for 
the performance of the Federal award 
and be allocable thereto under these 
principles. 

(b) Conform to any limitations or ex-
clusions set forth in these principles or 
in the Federal award as to types or 
amount of cost items. 

(c) Be consistent with policies and 
procedures that apply uniformly to 
both federally-financed and other ac-
tivities of the non-Federal entity. 

(d) Be accorded consistent treatment. 
A cost may not be assigned to a Fed-
eral award as a direct cost if any other 
cost incurred for the same purpose in 
like circumstances has been allocated 
to the Federal award as an indirect 
cost. 

(e) Be determined in accordance with 
generally accepted accounting prin-
ciples (GAAP), except, for state and 
local governments and Indian tribes 
only, as otherwise provided for in this 
part. 

(f) Not be included as a cost or used 
to meet cost sharing or matching re-
quirements of any other federally-fi-
nanced program in either the current 
or a prior period. See also § 75.306(b). 

(g) Be adequately documented. See 
also §§ 75.300 through 75.309. 

§ 75.404 Reasonable costs. 
A cost is reasonable if, in its nature 

and amount, it does not exceed that 
which would be incurred by a prudent 
person under the circumstances pre-
vailing at the time the decision was 
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